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KEY ECONOMIC INDICATORS: ECUADOR 
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) Change +10 #21 +114 #25 +20 #30 -28 #26 
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BALANCE OF PAYMENTS Actual Transactions g 1974 1975 1976 
) 627 1,235 1,073 1,346€ 
35%© 419e 47%© 36%© 
Imports of Goods (fob) & Services 509 1,043 1,192 1,280¢ 7% 
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Current Account Balance 7 27 -168 165¢* 
Long-Term Capital net inflow 80 67 109 157P 44% 
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Dec. 3 974 1975 1976 
Money + Disposable Deposits 458 711 800 
Credit from Central Bank - net change (M$) 20 144 101 
-——to Public - net change (M $) 0 14 56 
Consumer Price Index - change (1965 = 100) 17.5% 23.2% 14.5% 

Buying Dollar-Checks (sucres) 24.95 25.07 25.40 





ECUADOR 


SUMMARY : 


Ecuador has been running a strong balance-of-payments 
surplus, with oil earnings at steady high levels and 
import growth restrained by selective curbs. Shortages 
of electric power and of most fuels have been depressing 
industrial production, but the shortages should ease 
greatly in 1977 as a result of remedial measures and new 
facilities. 


The import curbs do not apply to several categories that 
are of particular interest to U.S. suppliers--capital goods, 
raw materials and many intermediate goods. There is at 
least a chance that the curbs will be lifted or moderated 
sometime during 1977, opening opportunities for large 

gains in U.S. sales to Ecuador. 


Inflation has been accelerating recently, but remains 

less problematical than in most other Latin American 
countries. To restrain inflation, the Central Bank has 
indicated it will tighten up its recently generous outflow 
of credits to the private sector. In the face of this, 
U.S. suppliers will find it worthwhile to offer the most 
favorable possible financing to Ecuadorean customers. 


The Government of Ecuador (GOE) and the Gulf Oil Company 
appear to have reached an amicable agreement for the GOE 
to buy out Gulf's holdings in Ecuador. The impending 
settlement of the formerly acrimonious dispute reflects 
the GOE's concern for its reputation among prospective 
foreign investors. The GOE is likely to continue to be 
finicky in regulating foreign investment in the all- 
important oil sector; but in virtually all other develop- 
mental sectors, the GOE is being forthcoming to attract 
foreign investment, and has been effecting improved 
incentives in addition to the liberalized measures made 
possible by recent changes in Decision 24 of the Andean Pact. 





CURRENT ECONOMIC SITUATION AND TRENDS 


1. Gross Domestic Product: Ecuador's GDP rose in 1976 by 
an estimated 19.2% in current sucres (17.4% in U.S. dollars, 
this lower figure resulting from a slight weakening of the 
sucre in relation to the dollar). Real growth (in constant 
1970 sucres) is estimated at 5.7%, as against 5.2% in 1975. 


This impressive real growth rate would have been higher 
still if not for persistent shortages of electric power 

and essential fuels, which caused slow-downs and shut-downs 
of numerous factories during the latter half of the year. 
Electricity output dropped some 30%, in real terms--the 
first decline in over twenty years--and this caused the 
output of manufacturing to drop by an estimated 5% in real 
terms, after eight years of steady real growth. All other 
sectors continued to score real gains. The agricultural- 
forestry-fishing sector grew by an estimated real 6%, and 
remained the largest sector, contributing over one-fifth 

of total GDP. Petroleum output rose some 21% in real terms, 
making this sector--for the first time--about equal to the 
manufacturing sector, each contributing about 15% of total GDP. 


The power shortages have been attributed mainly to breakdowns 
of generating equipment. As of early 1977 it appears that 
the causes have been detected and repaired; and with improved 
maintenance procedures now in effect, and new generating 
facilities coming on-stream, the power black-outs should be 
less frequent this year. The shortages of diesel oil, 
gasoline and other refined products should also be essen- 
tially overcome this year, as a new refinery is scheduled 

to begin production by mid-1977 with capacity to fulfill 
virtually all domestic fuel requirements for at least several 
years to come. 


A notable phenomenon during the past year has been the 
emergence of a rather sharp distinction between economic 
conditions in Ecuador's western coastal region (centered 
around Guayaquil) as compared with the mountainous "Sierra" 





region (centered around Quito). The coastal region's 
exports of tropical agricultural products and seafoods were 
up considerably, on the whole, generating a degree of 
prosperity not matched in the Sierra, which produces mainly 
domestic-market agricultural products and which was far 
more seriously afflicted by electric-power shortages. The 
distinction between the regions was reflected particularly 
in sales of consumer goods, which generally boomed in the 
coastal region while languishing in the Sierra. 


2. Petroleum Production and Exports: Central Bank data 

for 1976 show a GOE “take” of $565 million in export earnings, 
9% above the 1975 figure (which was depressed because over- 
pricing had reduced export sales). However, these data 

omit $70.6 million (net) of earnings owed to the GOE by 

the Gulf Oil Company for export shipments effected during 
late 1976, to be paid by Gulf upon the signing (now expected 
in February 1977) of the agreement for the GOE's purchase 

of Gulf's holdings in Ecuador. The GOE's acquisition of 
Gulf's holdings is to be retroactive to December 31, 1976; 


and if this amount due is included as part of the GOE's 
1976 take, the resultant total of $636 million is the 
highest yet, up 25% from 1975, reflecting Ecuador's 
record-high volume of exports and record-high prices. 


The GOE's takeover of Gulf's operations is not expected to 
seriously disrupt the outflow of Ecuadorean crude. Since the 
GOE will be owning much more of the volume exported, and the 
price will have been increased as of the start of this year 
(per OPEC's latest decision), oil exports from Ecuador may 

be even more rewarding to the GOE in 1977 than ever before. 


However, with the new oil refinery at Esmeraldas expected 

to start up around mid-1977, operating entirely on Ecuadorean 
crude, and with other domestic consumption of crude also 
increasing, less Ecuadorean crude will be available for 
export in 1977 than last year. The GOE is considering 
increasing the legally-required production rate from 210,000 
to 240,000 barrels per day starting in late 1977 or early 1978, 
but even at the higher rate it is projected that export 
availabilities will decline significantly after 1979. 
Increasing export prices will no doubt offset that decline 
somewhat, but it is likely that the GOE's oil earnings will 





diminish in real terms starting within two or three years 
if production is not increased to well over 240,000 bpd. 


To attain and maintain such an increase, large-scale explora- 
tion for oil in the Oriente region will have to be resumed, 
while substantial investments will have to be made also 

for additional production and for increasing the capacity 

of the oil pipeline from the Oriente fields to the port 

near Esmeraldas. However, current GOE incentives for these 
kinds of investments are not producing results. 


3. Traditional Products and Exports: Ecuador in 1976 may 


have lost its position as the world's leading exporter of 
bananas, as Central American and other exporters regained 
Markets that had been lost to them some years ago when those 
countries had suffered declines in production. Ecuador's 
banana export earnings declined slightly in 1976 after 
several years of steady strong increases. A high-level GOE 
delegation visited East Europe late in the year and nego- 
tiated bilateral agreements for increased banana sales to 
those countries in 1977 in exchange for industrial products. 
The USSR subsequently contracted to buy a large volume of 
Ecuadorean bananas in 1977 in exchange for Soviet cars and 
trucks. The GOE in late 1976 eliminated its banana export 
tax, thus making Ecuadorean bananas more price-competitive 
abroad. The GOE is predicting a 25% increase in the volume 
of Ecuadorean banana exports in 1977 as compared with 1976. 


For the first time ever, coffee was the leading Ecuadorean 
agricultural export in 1976, as Ecuador's availabilities for 
export reached a record-high total just as coffee prices in 
world markets also reached unprecedented heights. These 
earnings in 1976 soared to a total that was more than three 
times their annual average in previous years. Export 
availabilities in 1977 are expected to be at least as high 
as last year, as the GOE in mid-1976 liberalized its credits 
to coffee planters. 





In contrast, the availability of cocoa beans for export 
in 1976 declined sharply, as the domestic processing 
industry increased its take of the crop. The resultant 
drop in export volume was not offset by a sharp increase 
in world prices. However, the loss of cocoa-bean export 
earnings was greatly outweighed by a large increase in 
cocoa-products export earnings. Cocoa products became 
Ecuador's fourth most remunerative export (after petroleum, 
coffee and bananas). These products are expected to 
continue to make gains in exports in 1977, while the 
availabilities of cocoa beans for export are expected to 
improve slightly in response to the anticipated continued 
high world prices for cocoa beans. 


Ecuador experienced a sharp decline in sugar export ear- 
nings in 1976 as world prices tumbled and the Ecuadoreans 
decided to put their exportable supplies into storage 
rather than sell abroad. The drop in these export earnings, 
by more than two-thirds from Ecuador's 1975 amount, made 
Sugar a relatively minor exchange-earner for Ecuador. 

With production expanding nevertheless (because of invest- 
ments made when world prices were high a few years ago), 
and stocks already filling available storage space, the 
volume of Ecuadorean sugar exports seems bound to increase 
this year even if export prices remain at unrewarding 
levels. 


Exports of shrimp, tuna and other fish, and canned seafoods 
all continued to grow markedly in 1976, and are expected 


to continue registering goodly gains in 1977. 


4. Imports: Despite the stringent import curbs imposed 

by the GOE in late 1975, Ecuador's imports in 1976 rose by 
an estimated 7% over the 1975 value. While much of the 

rise was attributable to price inflation, there were 
significant increases in imports of industrial raw materials, 
intermediate goods and construction materials, which are 
generally exempted from the curbs. Virtually all other 
categories declined, with the notable exception of pharma- 
ceuticals. 





The need for industrial raw materials and intermediates 
continues to grow and should accelerate this year with the 
expected upturn in manufacturing activity. The need for 
imported construction materials remains acute in the face 
of persistently inadequate domestic production of cement 
and other items. 


Imports of industrial capital goods, which had burgeoned 
for several years until the 1975 decline, should register 
at least a small increase as some major infrastructure 
projects are reaching the implementation stage. 


The major category that will probably increase most strongly, 
in real percentage, is that of transportation equipment, 

as the GOE on January 1, 1977, ended the ban it had imposed 
on June 1, 1975, on imports of most kinds of private 
automotive vehicles. 


Imports of consumer goods may generally upturn this year. 
In fact, there are indications that imports of many kinds 
of consumer goods began to accelerate in late 1976 as items 
such as clothing and household appliances presumably began 
to need replacement and the buying public has become 
resigned to paying the higher prices brought about by 

the curbs' surcharges on imports. 


Prospects for removal of all or most of the import curbs 

in the near future are improving, as Ecuador's balance of 
payments has been running a strong surplus (see 5 and 8, 
below). If and when the curbs are removed, almost all 
kinds of imports now covered by the curbs--mainly, consumer 
goods--will undoubtedly expand greatly. 


Slightly offsetting the general uptrend in imports will be 
the virtual elimination of fuels imports after the new 
Esmeraldas refinery comes on-stream in or around mid-1977. 
Fuels imports cost an estimated $9 million in 1976. 


5. Balance of Payments: After the long months of diffi- 
culties in marketing Ecuadorean crude oil in 1975 because 
of overpricing, Ecuador's oil exports in 1976 rose sharply 





and provided a steady large inflow of earnings (see 2, 
above). As the import curbs effectively restrained the 
previously phenomenal growth of imports, the current 
account balance moved from a large deficit in 1975 toa 
strong surplus in 1976. This was augmented by a signi- 
ficant gain in the long-term capital net inflow (although 
the portion representing direct investments declined 
notably, net, for the third successive year). 


These trends led to a vigorous upsurge in the Central 
Bank's international monetary reserves. After having 
dropped in 1975 to a level covering only 2-1/2 months of 
imports, in 1976 they mounted by some $188 million to a 
record-high $434.4 million on December 31, 1976. By mid- 
January they were up to $488 million--and in addition to 
their "structural" growth they were expected to be aug- 
mented in February by the $70.6 million (earned from 
late-1976 oil shipments) due from the Gulf Oil Company in 
connection with the GOE's acquisition of Gulf's holdings in 
Ecuador--see 2, above. Thus, in early 1977 reserves 
should be approaching the $600 million mark, covering over 
five months of imports at the projected import rate. 


Even if import curbs are removed during 1977 and import 
payments rise sharply, it appears that continued strong 
export growth and long-term capital net inflow will generate 
another sizeable increment in monetary reserves by the 

end of the year. 


6. Money, Credit and Inflation: The growth of Ecuador's money 
supply accelerated significantly in 1976, to 27%--nearly 

double the GOE's target limit on expansion. In addition, 
although the Central Bank's total outstanding credits 
decreased considerably, the portion extended to the private 
sector (the general public plus the private banks) rose 

by a net amount 30% greater than 1975's net increase. The 
upsurge in both money supply and credits to the private 

sector contributed to an acceleration in the inflation 

rate, which during the first half of 1976 had been maintained 





at under 8% but rose to about 13.5% by year-end. This 
was one point lower than the 1975 rate, but well above 
the GOE's target of holding inflation to 8% for the 
entire year. 


The Central Bank has attributed the recent acceleration of 
inflation to excess liquidity, and has stated that the 

ending of the ban on imports of automobiles, as of January 1, 
1977 (see 4, above), will sop up some 60% of the excess. 
However, the Bank has indicated that it will start tightening 
its credits to the private sector in early 1977 as an 
additional restraint on inflation. 


There was a notable but not serious weakening of the sucre 
in 1976, as the quotation for purchasing dollar checks with 
sucres rose by 8% after several years of much smaller 
increases. While the exchange rate remains at 25 sucres 

to the U.S. dollar for certain official transactions, the 
year-end quotation for purchasing dollar checks was approxi- 
mately 28 sucres in the free markets in Quito and Guayaquil. 
The GOE has declared that it has no intention of devaluing 
the sucre in relation to the dollar, and has stressed that 
such action is totally unnecessary in view of Ecuador's 
persistent strong surplus in its balance of payments. 
Instead, the GOE has affirmed, it will rely on occasional 
intervention by the Central Bank (i.e., sales of dollars) 

in the free markets to restrain the quotations for dollar 
purchases. 


7.  Public-Sector Budgets: After a substantial deficit in 
the final tally for the 1976 GOE central budget, the initial 
budget for calendar year 1977 calls for outlays totalling 
about 3% less than were initially budgeted for 1976. The 

two largest budgetary items, education and defense, are 

both afforded increases for 1977, but virtually all other 
items--including developmental projects--are targeted 
downward from last year's levels. However, there is 

expected to be a rise this year in developmental expenditures 





by FONADE, the Governmental agency which has a separate, 
large budget financed mainly out of oil export earnings. 


The GOE's credit reputation among international lending 
institutions remains quite favorable. With a change of 
Finance Ministers in late 1976, the GOE announced a shift 
from a policy of aggressive borrowing to a policy of 
restraint, dictated mainly by the objective of restraining 
inflation. 


IMPLICATIONS FOR THE UNITED STATES 


8. U.S. Exports: If the GOE's import curbs are eliminated 
or oceania reduced in 1977, there will undoubtedly 

be a sharp increase in imports across-the-board and parti- 
cularly in consumer goods. If the curbs remain in force, 
more or less at present levels, there should nevertheless 
be sizeable gains in Ecuador's imports of items exempted 
from the curbs--mainly, capital goods, raw materials, 
intermediate goods and construction materials--and even 

in the consumer-goods category there will probably be 
appreciable growth of imports of a number of items. 


The U.S. share of Ecuador's import market has historically 
tended to rise when the market itself grows strongly. 
Accordingly, if and when the import curbs are eliminated 
or reduced, United States suppliers stand to win the lion's 
share of resultant orders for imports--probably over 40% 

of the increment, in addition to the roughly 40% share 

they already enjoy. 


Meanwhile, in the face of the import curbs, and in the 
face of the GOE's indicated policy of tightening credits 
to the private sector as well as to the public sector, 
U.S. exporters will find it necessary and worthwhile to 
offer relatively generous financing to their Ecuadorean 





customers. At present Ecuadorean purchasers are tending 
to buy from the supplier who offers the best payment terms 
rather than the supplier who offers the best price. 


9. U.S. Investments: The GOE's much-publicized dispute 
with the Gulf Oil Company appears to have ended in a mutually 
satisfactory and amicable agreement for the GOE to buy out 
Gulf's holdings in Ecuador. This settlement reflects the 
GOE's desire to preserve a favorable reputation among 
prospective foreign investors. The oil sector remains 
especially important and sensitive for Ecuador, and the GOE 
can be expected to continue to be exceedingly finicky in 
determining the terms and conditions for investments for 

oil exploration and exploitation; but in virtually all 

other investment sectors, the GOE has generally demonstrated 
a desire to move full-steam-ahead to attract more foreign 
investors. The GOE in 1976 established a number of new 
incentives for foreign investment in a wide variety of 
sectors. The recent liberalization of Decision 24 of the 


Andean Pact appears also to have prompted a new surge of 
investor interest in the Ecuadorean scene, on the part of 
European as well as U.S. investors, and GOE officials have 
asserted they intend to implement the liberalization 
liberally. 
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